
Arizona State Retirement System

Board

US Equity Small Cap Asset Class

Gary R. Dokes, Chief Investment Officer

Dan Kapanak, Manager of Investment Strategies

Terry A. Dennison, Mercer Investment Consulting

February 15, 2008



2

Presentation Topics

ASRS US Equity Small Cap Asset Class (Aggregate)

Asset Class Snapshot

Mandates Overview

Quantitative:

Risk/Return Bubble Chart

Performance Analysis (Returns – Based)

Alpha

Information Ratio

Peer Review

Positions (Holdings – Based)

Style Analysis

Economic Sectors

Mercer Manager(s) Ratings

US Equity Small Cap Manager Reviews (Individual)

Qualitative: 

People, Philosophy, Process

Quantitative:

Performance Analysis (Returns – Based)

Alpha

Information Ratio

Peer Review

Positions (Holdings – Based)

Style Analysis

Economic Sectors

Mercer Manager Review



3

ASRS US Equity Small Cap Asset Class

(Aggregate)
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ASRS US Equity Small Cap Asset Class

December 31, 2007

Market Value: $1.8b

Passive Percent: 47%

Target 30% ±20%

Active Style Composition:

Growth: 48%

Value: 52%

Portfolios:

1 Passive

1 Transition*

2 Active:

Quantitative: 1

Average Fee: 34 bps

Style Composition

*Batterymarch was terminated in February 2007 and  the mandate’s 

assets were transferred to E6.  These assets served as the primary 

funding source to three new managers in January 2008.
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ASRS US Equity Small Cap Asset Class

January 2, 2008

Market Value: $1.8b

Passive Percent: 26%

Target 30% ±20%

Active Style Composition:

Core: 21%

Growth: 41%

Value: 38%

Portfolios:

1 Passive

5 Active:

Quantitative: 1

Average Fee: 43 bps

Style Composition
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Manager Style Benchmark Inception

Expected 

Alpha 

(bps)

Portfolio 

Assets 

($mil)

Strategy 

Assets 

($mil)

Active

DFA Value S&P 600 Value 8/31/98 200 $508 $ 32,427

TimesSquare SMID Growth Russell 2500 Growth 3/31/05 215 $462 $3,542

Passive

ASRS E6 Core S&P 600 2/1/07 10 $484 $484

ASRS US Equity Small Cap Managers

Mandates Overview

December 31, 2007
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Manager Style Benchmark Inception

Expected 

Alpha 

(bps)

Portfolio 

Assets 

($mil)

Active

DFA Value S&P 600 Value 8/31/98 200 $501

TimesSquare SMID Growth Russell 2500 Growth 3/31/05 215 $456

CopperRock SMID Growth Russell 2500 Growth 12/31/07 200 $92

IronBridge SMID Core Russell 2500 12/31/07 200 $158

Champlain Core S&P 600 12/31/07 200 $122

Passive

ASRS E6 Core S&P 600 2/1/07 10 $479

ASRS US Equity Small Cap Managers

Mandates Overview

January 2, 2008
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Risk/Return Bubble Chart 

ASRS US Equity Small Cap Asset Class

Inception Date June 30, 2002* – Period Ending December 31, 2007

Manager Portfolio Size Inception Alpha Tracking Error

Information 

Ratio

DFA $ 508.1                    8/31/1998 1.2 4.9 0.3

TimesSquare $ 462.2 3/31/2005 3.4 3.5 1.0

E6 $ 484.2 2/1/2007 0.2 0.2 0.8

Asset Class** $ 1,842.8*** 06/30/2002 0.9 2.0 0.4

* TimesSquare calculations include only 11 quarterly data points as the inception date was 3/31/2005.

E6 calculations include only 10 monthly data points  as the inception date was 2/1/07.

** The Asset Class risk/return calculations  include both existing and terminated managers.

*** The Asset Class market value includes the transition account .
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Alpha

ASRS US Equity Small Cap Asset Class

Inception Date June 30, 2002 - Period Ending December 31, 2007

Calculated quarterly
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Information Ratio  

ASRS US Equity Small Cap Asset Class

Inception Date June 30, 2002 - Period Ending December 31, 2007

Calculated quarterly
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Peer Comparison with the Mercer US Equity Small Cap Equity Universe

Total Fund Small Cap Equity

Inception Date June 30, 2002 – Period Ending December 31, 2007

Risk and Return Characteristics calculated quarterly versus Total Small Cap Equity Blended Benchmark

 

Total Small Cap Equity
Comparison with the Mercer US Equity Small Cap Universe

Risk and Return Characteristics (calculated quarterly) versus TotSCIndx for the period from Sep 2002 to Dec 2007

6.6 23 1.0 9.7 1.0

4.2 20 0.8 7.7 0.6

1.8 17 0.6 5.7 0.2

-0.6 14 0.4 3.7 -0.2

-3.0 11 0.2 1.7 -0.6

Excess Return (% pa) Std Deviation (% pa) Reward to Risk Tracking Error (% pa) Information Ratio

Tot SCE     0.86 (55) 18.32 (47) 0.66 (57) 1.96 (100) 0.44 (30)

5th Percentile 6.61 23.90 1.07 9.75 1.01
Upper Quartile 2.93 19.67 0.83 7.18 0.52

Median 1.11 18.13 0.68 5.99 0.18
Lower Quartile -0.31 16.45 0.58 4.88 -0.05
95th Percentile -2.95 14.44 0.42 3.61 -0.48

Number of Funds 334 334 334 334 334
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Positions: Style Analysis

ASRS US Equity Small Cap Asset Class

July 2002 to December 2007
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Positions: Style Analysis – Portfolio Style Skyline

Total Fund Small Cap Equity

As of December 31, 2007

Total Small Cap Equity vs S&P 600 - Portfolio Style Skyline™
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Positions: Economic Sectors

Total Fund Small Cap Equity

As of December 31, 2007
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Manager Strategy
Mercer 

Rating
Rating Date

DFA Value A- 12/10/07

TimesSquare SMID Growth A 12/10/07

CopperRock SMID Growth A 12/10/07

IronBridge SMID Core A- 12/10/07

Champlain Core A 12/10/07

ASRS US Equity Small Cap Managers

Mercer Ratings

December 31, 2007

“A” Rated Strategies are assessed as having above average prospects.

“B” Rated Strategies are assessed as having average prospects.

“C” Rated Strategies are assessed as having below average prospects.

“A-” and “B+” are intermediate categories in between “A” and “B” ratings.

“B-” is an intermediate category in between “B” and “C” ratings.

“N” Rated Strategies are not currently rated by Mercer. 

See slide 39 for more detail

Mercer ratings signify Mercer’s opinion as to an investment strategy’s prospect for 

outperforming a suitable benchmark, on a risk-adjusted basis, over a full market cycle.
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US Equity Small Cap Manager Reviews 

(Individual)
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Dimensional Fund Advisors

Qualitative Factors

Factors Description

People An Investment Policy Committee focuses on the development of long-term  strategy 

enhancements, while a separate team approves strategy implementations and maintains daily 

oversight of the strategies.  This structure creates a linkage between research and portfolio 

management.

Philosophy Based on the work of Eugene Fama and Kenneth French of the University of Chicago, DFA 

contends that value stocks, once adjusted for capitalization and general market movements, 

produce higher average returns and lower standard deviations than other stocks. 

Process Seek to invest in companies whose market capitalization is in the smallest 8% of the 

investment universe.  

Use a value screen to identify securities considered value stocks – look for high book value 

in relation to a company’s market value (BtM).

Additional screens are used to weed out stocks with asset class or pricings concerns.

Trading opportunities for all stocks are monitored and must be favorable before purchase. 

A security becomes a sell candidate once it no longer fits DFA’s book to market 

requirements, and size criteria and passes the momentum screens; this patient trading 

technique has generally resulted in very low trading costs.
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Alpha

Dimensional Fund Advisors

Calculated quarterly

Inception Date August 31, 1998 - Period Ending December 31, 2007
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Information Ratio  

Dimensional Fund Advisors

Calculated quarterly

Inception Date August 31, 1998 - Period Ending December 31, 2007
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Peer Comparison with the Mercer US Equity Small Cap Value Universe

Dimensional Fund Advisors

Inception Date August 31, 1998 - Period Ending December 31, 2007

Risk and Return Characteristics calculated quarterly versus DFA Blended Benchmark

 

Dimensional Fund Advisors Small Cap
Comparison with the Mercer US Equity Small Cap Value Universe

Risk and Return Characteristics (calculated quarterly) versus DFASCbmk for the period from Dec 1998 to Dec 2007

6.6 1.2 1.0 11.6 0.7

4.5 1.0 0.8 9.7 0.4

2.4 0.8 0.6 7.8 0.1

0.3 0.6 0.4 5.9 -0.2

-1.8 0.4 0.2 4.0 -0.5

Excess Return (% pa) Beta Reward to Risk Tracking Error (% pa) Information Ratio

DFA SC     1.36 (56) 1.16 (6) 0.63 (82) 5.57 (73) 0.24 (55)

5th Percentile 6.62 1.16 1.04 11.60 0.79
Upper Quartile 4.03 1.05 0.89 8.51 0.51

Median 1.70 0.98 0.75 6.73 0.31
Lower Quartile 0.26 0.89 0.67 5.48 0.06
95th Percentile -1.44 0.79 0.50 4.20 -0.26

Number of Funds 110 110 110 110 110
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Positions: Style Analysis – Portfolio Style Skyline

Dimensional Fund Advisors 

As of December 31, 2007

DFA vs S&P 600 Value - Portfo lio  Style  Skyline
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Positions: Economic Sectors

Dimensional Fund Advisors 

As of December 31, 2007

-2.7

-1.6

-0.4

0.2

1.3

2.4

4.8

9.3

-4.7

-8.8

-10.0 -9.0 -8.0 -7.0 -6.0 -5.0 -4.0 -3.0 -2.0 -1.0 0.0 1.0 2.0 3.0 4.0 5.0 6.0 7.0 8.0 9.0 10.0

Utilities 

Industrials 

Technology

Health Care

Financials 

Telecommunications

Services 

Consumer Staples 

Materials 

Consumer Discretionary

Energy

G
IC

S
 S

e
c

to
rs

Asset Class Weights minus Benchmark Weights



23

Mercer Manager Review 

As of December 31, 2007
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TimesSquare Capital Management

Qualitative Factors

Factors Description

People The quality of research and stability and experience of the investment team are strengths.

Talented portfolio managers work well together and with the analyst team to apply the 

investment philosophy in a thorough and consistent manner.

Philosophy Believe research, which places a particular emphasis on the assessment of management 

quality and an in-depth understanding of superior business models, will result in superior 

risk-adjusted returns.

Process Look for stocks with market values between $300 million and $5 billion with an expected 

EPS/Sales growth rate above 15%.

Find companies with exceptional management, a sustainable competitive advantage and 

strong, consistent growth.

Conduct further in-depth analysis through detailed financial modeling and valuation work.

Purchase companies that have the potential to appreciate 25-50% over an 18 month time 

horizon. 
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Alpha
TimesSquare

Calculated quarterly

Inception Date March 31, 2005 - Period Ending December 31, 2007

-20.0%

-18.0%

-16.0%

-14.0%

-12.0%

-10.0%

-8.0%

-6.0%

-4.0%

-2.0%

0.0%

2.0%

4.0%

6.0%

8.0%

10.0%

12.0%

14.0%

16.0%

18.0%

20.0%

M
a
r 

2
0
0

6

J
u

n
 2

0
0

6

S
e

p
 2

0
0

6

D
e

c
 2

0
0

6

M
a
r 

2
0
0

7

J
u

n
 2

0
0

7

S
e

p
 2

0
0

7

D
e

c
 2

0
0

7

Rolling 1 Year

Rolling 3 Years

Alpha (%)

Since Inception: 3.39  



26

Information Ratio  

TimesSquare

Calculated quarterly

Inception Date March 31, 2005 - Period Ending December 31, 2007
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Peer Comparison with the Mercer US Equity Small+Mid Cap Growth Universe

TimesSquare

Inception Date March 31, 2005 - Period Ending December 31, 2007

Risk and Return Characteristics calculated quarterly versus Russell  2500 Growth

TimesSquare Capital Management
Comparison with the Mercer US Equity Small+Mid Growth Universe

Risk and Return Characteristics (calculated quarterly) versus RU2500G for the period from Jun 2005 to Dec 2007

9.1 1.3 2.1 10.2 1.8

5.4 1.1 1.7 8.4 1.0

1.7 0.9 1.3 6.6 0.2

-2.0 0.7 0.9 4.8 -0.6

-5.7 0.5 0.5 3.0 -1.4

Excess Return (% pa) Beta Reward to Risk Tracking Error (% pa) Information Ratio

TimesSquare     3.39 (35) 0.78 (79) 1.91 (11) 3.46 (92) 0.98 (20)

5th Percentile 9.16 1.36 2.12 10.25 1.86
Upper Quartile 4.98 1.15 1.68 6.39 0.86

Median 1.65 1.00 1.27 5.04 0.32
Lower Quartile -1.79 0.82 0.98 4.10 -0.33
95th Percentile -5.52 0.67 0.55 3.28 -1.21

Number of Funds 220 220 220 220 220
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Positions: Style Analysis – Portfolio Style Skyline

TimesSquare

As of December 31, 2007

T im e s S q u a re  v s  Ru s s e ll 2 5 0 0  G ro w th  - P o r tfo lio  S ty le   S k y lin e ™

0.1

-0.1 -0.1

-0.2

0.0

0.1 0.2

-0.2 -0.2

0.0 0.1

-0.3

0.1

-0.1

0.2

0.1
0.0

0.2

-0.6

-0.4

-0.2

0.0

0.2

0.4

0.6

0.8

1.0

B
oo

k 
to
 P

ric
e

D
iv
id
e
nd

 Y
ie
ld

C
'F
lo
w
 Y

ie
ld

S
al
es

 to
 P

ric
e

IB
E
S
 E

n
gs

 Y
ld

E
ar

ni
ng

s 
G
ro

w
th

S
al
es

 G
ro

w
th

IB
E
S
 1
2M

th
 G

r

IB
E
S
 E

n
gs

 L
T
G

S
us

ta
in
ab

le
 G

ro
w
th

M
ar

ke
t C

ap

M
ar

ke
t B

et
a

M
om

en
tu
m
 S

T

M
om

en
tu
m
 M

T

IB
E
S
 1
Y
r R

ev

R
tn
 o
n 

E
qu

ity

Lo
w
 G

ea
rin

g

E
ar

ni
ng

s 
G
r 
S
ta
bi
lit
y

Style Factors

S
ty

le
 T

il
t™



29

Positions: Economic Sectors

TimesSquare

As of December 31, 2007
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Mercer Manager Review 

As of December 31, 2007
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Net Returns as of 

12/31/07

Fee Amount Since

Style Inception (bps) ($mil.) 3 Months Inception

ASRS E6 Indexed 02/01/07 1 484.2 -6.34 -2.11

S&P 600 -6.45 -2.31

Alpha 0.11 0.20
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CopperRock Capital Partners

Qualitative Factors

Factors Description

People Team based approach with hybrid specialist-generalist model ensures depth of coverage 

in all sectors.

Portfolio Managers have more than 15 years experience in small cap asset class; 

Research Analysts have an average of 10 years experience in small cap asset class.

Philosophy Believe small and mid cap markets are inefficient and that a fundamental growth 

approach with a strong sell discipline provides the best opportunity to outperform in all 

market conditions.

Process Narrow universe through organic idea generation, proprietary screens and bottom-up 

themes.

Conduct detailed fundamental analysis.  Look for strong growth over a 12-18 month 

period -15% revenue growth, 20% earnings growth and margin expansion.  

Disciplined process with a “no excuses” sell discipline.
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Mercer Manager Review 

As of December 31, 2007
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IronBridge Capital Management

Qualitative Factors

Factors Description

People The firm’s founders were instrumental in developing and enhancing the CFROI 

framework while they were at HOLT Value Associates, L.P. Since establishing IronBridge, 

the team has enhanced this framework on a proprietary basis.

All employees of IronBridge own shares in the firm, summing to roughly 73% of firm 

ownership.  IronBridge has only lost one employee in its history dating back to 1999.

Philosophy IronBridge’s investment philosophy is based on three key beliefs:

The Cash Flow Return on Investment (CFROI) framework is the most effective 

tool for measuring true economic performance and valuing companies. 

The Life Cycle concept is an important tool for identifying the correct path of 

analysis and managing portfolio risk. 

Wealth creation is contingent upon management’s ability to allocate capital 

appropriately relative to the company’s position on the corporate Life Cycle.

Process IronBridge’s proprietary IronScore places all stocks into their appropriate Life Cycle 

category and then ranks each stock within its category based on proprietary factors; high 

ranking stocks are subjected to fundamental analysis.

The portfolio is diversified by both Life Cycle and Sector to reduce the impact of 

systematic factors, allowing performance to be driven by stock selection.

IronBridge utilizes multiple trading platforms to ensure best execution.
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Mercer Manager Review 

As of December 31, 2007
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Champlain Investment Partners

Qualitative Factors

Factors Description

People Investment team is comprised of seasoned investment professionals who worked together 

at NL Capital in the past.  

Portfolio manager/analyst position allows for investment staff to have an impact on the 

portfolio.

The firm’s ownership structure and investment management process are advantages for 

staff.

Philosophy Believe buying the shares of superior businesses with credible and sincere management 

teams at a discount to Fair or Intrinsic Value gives investors several potential paths to wealth 

creation.

Process Focus on cash flow from operations and assume the perspective of a creditor when 

attempting to value a company.  

Identify simple, yet logical investment themes that vary by sector.

Before initiating a position, Champlain meets with management on multiple occasions and 

in different settings.

Buy superior companies at a discount; sell overvalued stocks.
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Mercer Disclosures
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